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RUCO’S COMMENTS

The Residential Utility Consumer Office (‘RUCQO”) files these comments in response to
Chairman Mayes’ Draft Policy Statement regarding Utility Disincentives to Energy Efficiency

and Decoupled Rate Structures.

1. INTRODUCTION

RUCO applauds this Commission’s direction on energy efficiency. Arizona’s proposed
energy efficiency standard’s requirement of cumulative energy savings of 22% by December
31, 2020 is one of the most aggressive, and admirable, standards in the country. Not to be
outdone, Arizona’s proposed cumulative energy efficiency savings of 6% by the same date for
Arizona’s gas utilities is equally impressive.

In terms of dollars, the benefits to ratepayers from energy efficiency are mind numbing.
The Lawrence Berkeley National Laboratory (“‘LBNL") study determined that absent
achievement of the Energy Efficiency Standard, APS and TEP’s ratepayers will unnecessarily
pay between $5.2 billion and $8.7 billion in higher energy costs. These numbers include the

implementation of decoupling.
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Of course, as RUCO pointed out in its comments of March 26, 2010 energy efficiency
programs can mar the utility’s attractiveness to current and potential investors, and hinder a
utility’s ability to achieve its authorized earnings because of the resulting reduced volume in
sales. These programs can also defer the need for future capital investments that earn a rate
of return for the utility. The reality, at least from the utility’s perspective, is that energy
efficiency programs equate to unrecovered costs which creates a significant disincentive to
implementing a successful energy efficiency program. Finding a balance which will promote
energy efficiency and at the same time enticing utilities to meet energy efficiency standards is
imperative, given the numbers and other benefits at stake.

There are options available to address utility disincentives while promoting utility
compliance with the energy efficiency standards. Decoupling is one of the non-traditional
methods which breaks the link between the utility's ability to recover its agreed-upon fixed
costs, including the profit margin, from the actual volume of sales that occur through a rate
adjustment mechanism. Historically, RUCO has not supported decoupling when it has been
proposed in rate cases for several reasons. See the Direct Testimony of William Rigsby,
Southwest Gas Corporation, Docket No. G-01551A-07-0504. That is not to say RUCO has not
recognized the competing interests involved with energy efficiency. An alternative to
decoupling which RUCO has supported in the past is a rate design which allows for an
incremental shift in revenue recovery from variable rates to fixed rates. Such proposals, in
theory as well as application, are relatively easy to implement. Moreover, this type of rate
design applies to all of the utility’s customers and not just a particular customer class such as
residential customers.

RUCO agrees that any policy statement should provide a broad framework but that
specifics would be more fully addressed within a rate case proceeding (Chairman Mayes’

October 18, 2010 letter at page 6).
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If the Commission does choose to consider revenue decoupling as a cost recovery
mechanism, RUCO advocates that the Commission proceed with caution. In the recent
Southwest Gas rate case (Docket Nos. G-01551-A-07-0504), Staff's witness on decoupling,
Frank Radigan, testified as follows:

Q. Do you agree that there is broad support for full
Revenue Decoupling?

A. No. First, while is it true that NARUC endorses the idea that
State Commissions should review and consider decoupling, NARUC
has also advised caution. In its September 2007 FAQ sheet on
decoupling NARUC states that “Decoupling is a substantial departure
from traditional rate-making, and may be new to States and utilities.
Therefore it makes sense to approach implementation with caution,
considering corrective mechanisms to ensure that the change in
structure has the intended effects and avoids harmful unintended
consequences.” | have attached the FAQ sheet as Exhibit FWR-2'.

As to the efforts of other States, decoupling has had a varied past.
States like Washington, Maine and New York adopted decoupling and
then dropped it. Maine pioneered a fully Decoupled rate design with
Central Maine Power in 1991 but faced a recession in the early 1990s.
The sudden and sharp downturn in the Maine economy reduced
consumption to a much greater degree than the utility’s efficiency
efforts and the recession resulted in lower electricity sales. The
Decoupling adjustment adjusted rates to reflect pre-recession target
revenues and the adjustments caused rates to go up. Rather than
promoting conservation decoupling became to be viewed as a
mechanism that was shifting the economic impact of the recession from
the utility to consumers. By 1993, deferrals accumulated to such a high
level that the Maine Commission and the utility agreed to end the
experiment.

In 1995, the Washington Utilities and Transportation Commission
(“UTC") decided to terminate its experimental periodic rate adjustment
mechanism (“PRAM”) for Puget Sound Power & Light, Co. The
mechanism was designed to remove disincentives to conservation by
decoupling revenues from sales levels and allowing dollar-for-dollar
recovery of resource-acquisition costs. The UTC found that in the 5
years of experience with the PRAM, there were increases in rates in
every year and the increases resulted from an extraordinary
combination of events: 1) the addition of new power sources, 2)

" Exhibit 1 attached hereto.
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extended drought conditions in the Columbia basin, 3) warmer than
average winters, and (4) Puget's initiation of an aggressive
conservation program. Under the PRAM'S "awkward marriage,” the rate
impacts of the resource-cost adjustment overwhelmed the rate impacts
of the decoupling adjustment, making a fair comparison of decoupling
with traditional ratemaking difficult. The UTC added that neither feature
provided a clear incentive for the company to manage its acquisition of
supply- and demand-side resources at least cost, and that the PRAM
shiffed some degree of risk from the company to its customers.
Washington Utilities and Transportation Commission v. Puget Sound
Power & Light Co., Docket No. UE-950618, Sept. 21, 1995
(Wash . U.T.C.).

The National Association of State Utility Consumer Advocates (“NASUCA”) also has
urged caution. In 2007 NASUCA issued an Energy Conservation and Decoupling Resolution
which, among other things, resolved the following:

NASUCA urges State legislatures and Public Utilities Commissions to,
prior to using decoupling as a means to blunt utility opposition to energy
efficiency and other demand-side measures, (1) consider alternative
measures that more efficiently promote energy efficiency and other
demand side measures; (2) evaluate whether a utility proposing the
adoption of a revenue decoupling mechanism has demonstrated a
commitment to energy efficiency programs in the recent past;, and (3)
examine whether a utility proposing the adoption of a revenue
decoupling mechanism has a history of prudently and reasonably
utilizing alternative ratemaking tools;

If decoupling is allowed by any state commission, NASUCA
recommends that the mechanism be structured to (1) prevent over-
earning and provide a significant downward adjustment to the utilities’
ROE in recognition of the significant reduction in risk associated with
the use of a decoupling mechanism, (2) ensure the utility engages in
incremental conservation efforts, such as including conservation targets
and reduced or withheld recovery should the utility fail to meet those
targets, and (3) require utilities to demonstrate that the reduced usage
reflected in monthly revenue decoupling adjustments are specifically
linked to the utility’s promotion of energy efficiency programs.

NASUCA Resolution 2007. (Exhibit 2)
More recently, NASUCA had the following to say concerning the implementation of

revenue decoupling as a federal mandate:
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“A one-size- fits-all approach mandating that States adopt one specific
regulatory approach to achieve energy efficiency simply does not
recognize that different approaches may be more appropriate,
depending on the State,” added Charlie Acquard, executive director of
the National Association of State Utility Consumer Advocates
(NASUCA).

NASUCA Press Release, January 26, 2009. (Exhibit 3)

Like NARUC and NASUCA, RUCO agrees that should the Commission consider
revenue decoupling, the Commission should proceed with caution and consider the above
comments. In light of the above, as well as RUCO’s previous comments on the subject,

RUCO offers the following comments to the draft ACC policy statement.

2 RUCO’S COMMENTS RELATED TO PARTICULAR POLICY STATEMENTS

POLICY STATEMENT 3

RUCO joins in the comments offered by AECC that there are other rate designs that
can be adopted in lieu of decoupling that may be more appropriate for different customer
classes. The rate design described above which shifts incrementally revenue from variable
costs to fixed costs is a possible example depending on the circumstances. Amending the
third sentence of Policy Statement 3 as proposed by AECC is appropriate.

POLICY STATEMENT 5

In its comments of Marc‘h 26, 2010, RUCO suggested that the Commission start with a
pilot program if the Commission intended to approve a decoupling mechanism. RUCO has no
objection to an initial three-year review period as proposed in this policy statement as it
addresses the concerns RUCO had when it proposed an initial pilot program.

POLICY STATEMENT 6

RUCO recommends deleting Policy Statement No. 6 in its entirety and leaving the issue
of cost of capital to the individual rate cases. Policy Statement No. 6 states that in a rate case

the Commission should not consider the effect of a decoupling mechanism on the utility’s rate

5.
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of return until the initial 3-year review period has concluded. (See Policy Statement No. 5).
RUCO believes that Policy Statement No. 6 inappropriately ties the hands of the Commission
and prevents the consideration of all the relevant factors in a rate case. The Arizona Supreme
Court has noted that a fair value finding requires the consideration of all relevant factors in a
rate case proceeding: “We have stated that a reasonable judgment concerning all relevant
factors is required in determining the fair value of the properties at the time of the inquiry.”

Simms v. Round Valley Light & Power Company, 80 Ariz. 145, 294 P.2d 378 (Ariz. 1956), as

cited in Arizona Corp. Commission v. Arizona Water Co. 85 Az. 198, 201-202, 335 P.2d 412,

415 -416 (Ariz. 1959). The Commission has the broad discretion to consider all relevant

factors in setting just and reasonable rates in calculating the fair value of the properties. As
noted in the Introduction to the Policy Statement of October 18, 2010, there is an expectation
that the specifics of any decoupling mechanism would be addressed in individual rate cases.
No party to these discussions can fully anticipate how narrow or how broad the Commission
may craft such a mechanism. Therefore, prohibiting the Commission from the option of
adjusting a rate of return in consideration of a decoupling mechanism in the initial rate case
could bind the hands of the Commission.

POLICY STATEMENT 7

In its comments of March 26, 2010, RUCO also suggested that any recovery
mechanism should have a high degree of accountability and transparency. The utility should
be required to show to the Commission, the stakeholders and the public that the reduced
usage reflected in monthly revenue decoupling adjustments are linked directly to the utilities
promotion of energy efficiency programs. After all, that is the point of the incentive, and it
should be evaluated, at the very minimum during the review of the initial period.

RUCO recommends the following addition after the last line in Policy Statement 7:

6-
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“‘During the review of the initial three year period, the utility shall demonstrate that the

revenue decoupling adjustments are linked directly to the utilities promotion of energy

efficiency programs.”

RESPECTFULLY SUBMITTED this 2nd day of November, 2010.

AN ORIGINAL AND THIRTEEN COPIES
of the foregoing filed this 2™ day of

November, 2010 with:

Docket Control

Arizona Corporation Commission
1200 West Washington

Phoenix, Arizona 85007

COPIES of the foregoing hand delivered/

mailed or emailed to:

Lyn Farmer

Chief Administrative Law Judge
Hearing Division

Arizona Corporation Commission
1200 West Washington

Phoenix, Arizona 85007

Janice Alward, Chief Counsel
Legal Division

Arizona Corporation Commission
1200 West Washington

Phoenix, Arizona 85007

Daniel W. Pozefsky
Chief Counsel Q

Steven M. Olea, Director

Utilities Division

Arizona Corporation Commission
1200 West Washington

Phoenix, Arizona 85007

Kristin K. Mayes, Chairman
Arizona Corporation Commission
1200 West Washington

Phoenix, Arizona 85007

Gary Pierce, Commissioner
Arizona Corporation Commission
1200 West Washington

Phoenix, Arizona 85007
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Paul Newman, Commissioner
Arizona Corporation Commission
1200 West Washington

Phoenix, Arizona 85007

Sandra D. Kennedy, Commissioner
Arizona Corporation Commission
1200 West Washington

Phoenix, Arizona 85007

Bob Stump, Commissioner
Arizona Corporation Commission
1200 West Washington

Phoenix, Arizona 85007

Michael Kurtz
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36 E. Seventh St. #2110
Cincinnati, OH 45202

Creden Huber

Sulphur Springs Valley Electric
Cooperative, Inc.

P.O. Box 820

Wilcox, AZ 82311
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ASSOCIATION, INC.

71 East Highway 56
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INC.
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Loa, UT 84747

Jay Moyes

MOYES STOREY

1850 N. Central Ave. #1100
Phoenix, AZ 85004

Gary Yaquinto
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Phoenix, AZ 85004

Timothy Hogan
CENTER FOR LAW

IN THE PUBLIC INTEREST
202 E. McDowell Rd. #153
Phoenix, AZ 85004

C. Webb Crockett
FENNEMORE CRAIG

3003 N. Central Ave., Ste. 2600
Phoenix, AZ 85012-2913

Michael Curtis

CURTIS, GOODWIN SULLIVAN
UDALL & SCHWAB

501 E. Thomas Road

Phoenix, AZ 85012-3205

Michael Grant
GALLAGHER & KENNEDY
2575 E. Camelback Rd.
Phoenix, AZ 85016-9225

Thomas Mumaw

PINNACLE WEST LAW DEPT
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Phoenix, AZ 85072-3999

Barbara Klemstine

AZ PUBLIC SERVICE CO.
P.O. Box 53999

Mail Station 9708
Phoenix, AZ 85072-3999

Jeffrey Woner

K.R. SALINE & ASSOC., PLC
160 N. Pasadena, Ste. 101
Mesa, AZ 85201

Richard Adkerson

AJO IMPROVEMENT COMPANY
P.O. Drawer 9

Ajo, AZ 85321
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Jack Shillling

DUNCAN VALLEY ELECTRIC
COOPERATIVE'S GAS DIVISION

PO Box 440

Duncan, AZ 85534-0440

Dennis True

MORENCI WATER AND ELECTRIC CO

P.O. Box 68
Morenci, AZ 85540

Douglas Mann

SEMSTREAM AZ PROPANE, L.L.C.

200 W. Longhorn
Payson, AZ 85541

Russ Barney
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Larry Robertson, Jr.
P.O. Box 1448
Tubac, AZ 85646

Caroline Gardiner

TRICO ELECTRIC COOPERATIVE, INC.

P.O Box 930
Marana, AZ 85653

David Couture
220 W. 6th St. P.O. Box 711
Tucson, AZ 85702-0711

Jeff Schlegel

SWEEP Arizona Representative
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Paul O'Dair
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P.O. Box 123
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Marcus Middleton
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Paul Griffes

MOHAVE ELECTRIC COOPERATIVE,
INC.

P.O. Box 1045

Bullhead City, AZ 86430

Laura Sanchez
1500 Lomas Blvd. NW, Ste. B
Albuquerque, NM 87104

Michael Fletcher
COLUMBUS ELECTRIC
COOPERATIVE, INC.
P.O. Box 631

Deming, NM 88031

Justin Brown

Randy Sable

Brooks Congdon

SOUTHWEST GAS CORPORATION
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Mona Tierney-Lloyd
EnerNOC, inc.
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John Wallace
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One AZ Center
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Introduction

State Public Utility Commissions around the country are expressing increasing interest in energy efficiency
as an energy resource. However, traditional regulation may lead to unintended disincentives for the utility
promotion of end-use efficiency because revenues are directly tied to the throughput of electricity and gas
sold. To counter this “throughput disincentive,” a number of States are considering alternative approaches
intended to align their utilities’ financial interests with the delivery of cost-effective energy efficiency
programs. “Decoupling” is a term more are hearing as a mechanism that may remove throughput
disincentives for utilities to promote energy efficiency without adversely affecting their revenues.

In its July 14, 2004, resolution supporting efficiency for gas and electric utilities, the National Association of
Regulatory Utility Commissioners (NARUC) resolved “to address regulatory incentives to address inefficient
use of gas and electricity” (NARUC, 2004). In doing so, NARUC found that regulators are confronted with
questions about what ratemaking mechanisms would be most effective in achieving commission objectives,
satisfying the needs of utilities, and providing the greatest benefit to ratepayers. Decoupling represents a
departure from common regulatory practice, and States that are considering decoupling should approach this
with appropriate care. For States considering decoupling, this paper is intended to provide an
introduction and answer some of the most frequently asked questions, and to help determine if and
how decoupling might be used.

1. What is decoupling? In the electricity and gas sectors, “decoupling” (or “revenuc decoupling”) is 2
generic term for a rate adjustment mechanism that separates (decouples) an electric or gas utility’s fixed
cost’ recovery from the amount of electricity or gas it sells. Under decoupling, utilities coilect revenues
based on the regulatory determined revenue requirement, most often on a per customer basis. On a periodic
basis revenues are “trued-up” to the predetermined revenue requirement using an automatic rate adjustment.

The result is that the actual utility revenues should more closely track its projected revenue
requirements, and should not increase or decrease with changes in sales. Since utilities will be protected
if their sales decline because of efficiency, proponents of decoupling contend that they are more likely to
invest in this resource, or may be less likely to resist deployment of otherwise economically beneficial
efficiency.” Decoupling is also being explored in the water utility sector, though this paper focuses on the
electricity and natural gas sectors.

2. How does decoupling work? Decoupling begins with the same rate case process as current
regulatory models use, so it is useful to review traditional ratemaking to understand how decoupling works.

How are rates are set under traditional regulation? With traditional regulation, the rates utilities can
charge are determined in a rate case, using the "cost of service” theory of regulation.3 Rates are set at a

! For our purposes “fixed costs” are those costs incurred to render service, which remain relatively constant
between rate cases. These typically include investment costs, including interest on debt and retum on equity, and
unavoidable maintenance costs for power plants, transmission lines, gas pipelines, and other infrastructure, as well
as employee payroll. Variable costs are those which vary with the level of electric or gas output and include fuel
expenses, purchased power, and costs that vary broadly from month to month and are not included in decoupling
mechanisms. These are often addressed through fuel or other adjustment clauses under existing regulatory
practice.

2 Decoupling advocates note that it removes a financial disincentive to energy efficiency, but may not create an
incentive. Some decoupling advocates also argue that decoupling can help remove barriers to the integration of
demand response and distributed resources.

3 Why are utilities prices set by regulation and based on their cost of service? Electricity and natural gas are
considered to be essential services, and it is in the interest of society to ensure that the businesses that provide
these services can pay for the costs of their operations and capital. Because these services are provided by

This research document is presented for consideration by the membership of the National Association of Requlatory Utility
Commissioners (NARUC). This document does not necessarily represent any NARUC policy nor those of any of its members.
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level sufficient to allow the utility to recover costs incurred in providing service to its customers based on the
operating experience of a typical 12 month period (referred to as a “test year™). Test year expenses include
the commission-determined or -allowed rate of return on investments. The utility’s revenue requirement is
determined by adding the total of these expenses and the allowed return on imnvestment. The revenue
requirement is divided by the amount of sales in the test year to derive throughput based rates. In 2 rate case,
test-year sales and operating costs are typically adjusted to reflect “normal” weather. This can be based on a
model of future years, or it can be based on past years: test years based on forecasted experience are known
as future test years, while test years based on prior financial performance are referred as historical test years.
Regardless of the type of test year used, the resulting prices are what customers pay per unit of electricity or
gas that they use until rates are reset with next rate case.

How does traditional rate regulation create a throughput incentive? While prices are based on test
year information, after a rate case actual sales will almost always differ because the exact pattemns of
customer use are complex to predict: weather, changes in the economy, demographic shifts, new end-use
technologies, additions or reductions in the number of customers, and many other factors can affect actual
sales. As a result, it 1s highly likely that the wutility will sell more or less electricity or gas than had been
assumed for the test year during the rate case. However, fixed costs are likely to be predictable. In the
energy sector, the cost of service tends to have a large component of fixed costs associated with investments
like power plants, gas pipelines, and electric transmission lines. This makes it difficult, but not impossible,
for the utility to increase profits by cutting costs’. Revenues are much easier to increase, which means that
utiliies have a strong incentive to increase revenues by increasing sales. For existing customers, sales
growth may not require a great deal of new infrastructure and in these cases, the utility’s fixed costs would
not go up with increased sales’. In these cases, increases in sales volumes translate into increased revenues
which in turn directly lead into increased profits. In fact, some observers have noted that because of the
link between profits and sales, a 1% increase in sales might lead to a 5% increase in profits (with’
corresponding decreases in profits when efficiency reduces sales) (Harrington, 2007, 1994). Because the
utility makes more money and profit by selling more electricity or gas, this structure could theoretically
create a significant disincentive for utilities to encourage their customers to lower consumption through
energy efficiency.

3. How is decoupling different? Decoupling does not change the traditional rate case procedure but,
in its simplest form, adds an automatic “true-up” mechanism that adjusts rates between rate cases based upon
the over- or under-recovery of target revenues. As in the traditional rate case, a rate is set by determining the
revenue requirement and dividing it by expected sales®. Then, on a regular basis, prices are re-computed to

monopoly utlities, customers could be vulnerable to price exploitation. As a result, for over a century, prices
have been regulated by State PUCs to recover the utilities” costs, while utilities have assumed an obligation to
provide service to the public.

* What about variable costs? Even though utilities’ fixed costs are high, they also see fluctuations in variable
items such as purchased power and the cost of fuels like coal or natural gas. These items are, in part, covered in
the rate set in a rate case, but unexpected costs are also covered through surcharges that are temporary in nature
and do not involve going through a whole rate case. Fuel Adjustment Clauses are an important vanable cost that
is passed through directly to customers in most states. Decoupling is not applied to these variable components.

’ For new customers, infrastructure costs may reflect regional patterns. In some regions of the country, adding
new customers may require high additional infrastructure costs: connecting a building full of new gas customers in
the urban areas of the Northeast may require a short new addition of pipe in an area with an existing distribution
system. In other areas, adding new customers means adding costly new infrastructure, such as building long
system additions to provide new gas service to rapidly-growing areas of the Southwest.

% In decoupling’s simplest form, prices are adjusted to maintain a constant target revenue; however, in most
applications of decoupling the target revenue is adjusted for changes in the customer base so that the revenue
target varies with the number of customers, but not on the basis of how much electricity or gas the utility sells.

This research document is presented for consideration by the membership of the National Association of Regulatory Utility
Commissioners (NARUC). This document does not necessarily represent any NARUC policy nor those of any of its members.

3




collect a target Tevenue based on actual sales volumes’. Decc{upling mechanisms can be designed to be
adjusted on a monthly or quarterly basis, or some other regular interval.

The end result is that utilities should no
longer have an incentive to maximize
their sales because the rate of return does
not change within the revenue
requirement. Nor is there a disincentive to
promote efficiency.

Decoupling should have the effect of
stabilizing the revenue stream of a
utility because its revenues are no longer
dependent on sales. If sales increase, rates
drop in the next period; if sales decrease,
rates increase to compensate. Under
traditional rate regulation, there is little
oversight of earnings between rate cases,
and it may be years before rates are re-
aligned with actual revenue requirements.
Since decoupling adjusts actual revenues
to align them with revenue requirements,
its proponents argue that it reduces
regulatory lag.

4. What is the relationship between decoupling and incentives for energy efficiency?
If utilities are required to promote energy efficiency programs, their revenues may be affected through a
varicty of mechanisms. Commissions can address these new costs by providing program cost recovery and
shareholder incentives, as well as by addressing the throughput issue.

A great deal has been written about incentives for energy efficiency, which is a related but different
discussion. While it can remove disincentives for utilities to promote efficiency, decoupling is not
designed to create an incentive for energy efficiency. Furthermore, as discussed above, there are other
methods that remove the throughput disincentive, although revenue decoupling may best balance the removal
of utility disincentives to energy efficiency while preserving customer incentives to deploy energy efficiency.

Some decoupling proponents have argued that removing disincentives is not enough. They contend that
the cost of efficiency programs should be included as part of the cost of service. Moreover, in order to make
efficiency investments profitable when compared to other possible investments that the utility could make,
such as power plants or transmission, performance incentives for efficiency would reward utilities that invest
in successful programs by allowing them to earn an equivalent rate of return on those investments.
Conversely, some argue that incentives alone, without decoupling, are a better approach to driving
energy efficiency. They note that many utilities are doing little to promote additional sales of electricity and ,
the increases are customer-driven. Furthermore, some who have investigated decoupling note that in many
cases utility spending on efficiency is already effective, cost-effective and well-managed. (Connecticut
DPUC, 2006, NASUCA 2007 Resolution). In addition, large customers have argued that they may already
possess the means and incentives to enact energy efficiency measures, and that decoupling does little to
create new opportunities for efficiency in these markets (ELCON 2006).

” The target revenue can be the same as that used in the last rate case, or it too can be adjusted over time by
increasing or decreasing the average revenue per customer value. More information on alternatives to the Per-
Customer method is included later in the FAQ.

This research document is presented for consideration by the membership of the National Association of Regulatory Utility
Commissioners (NARUC). This document does not necessarily represent any NARUC policy nor those of any of its members.




Finally, some argue that utilities are not the best providers of energy efficiency. In this argument,
utilities are organizations designed to deliver kilowatt hours and therms to their customers, and are ill-suited
to champion products that “unsell” electricity or gas. Arguments have been made that taking utilities out of
the efficiency businesses and having that function played by a State, quasi-State, or private sector entity is a
preferable alternative to removing disincentives to their promoting efficiency (ELCON, 2006). In fact,
numerous examples exist of successful efficiency programs being delivered by non-utility providers.
However, some make the case that if utilities are required to examine efficiency as a resource comparable to
supply (generation) and delivery (transmission) resources, this may create a perverse tension between the
utility’s least-cost resource planning processes and the financial interest of its shareholders (Costello, 2006)
In situations where the utility is recast as a provider of energy services, rather than a strict provider of
Kilowatt hours or therms, decoupling may help remove this tension (Costello 2006, NAPEE, 2006).

Some proponents of decoupling also note that even if a the utility is taken out of the efficiency business and
that function is played by a State, quasi-State, or the private sector, the problem of the effect of decreased
sales on utility revenues due to energy efficiency and the consequent decreased likelihood of the utility
receiving its authorized revenue requirement does not go away. In this argument, even if other entities are
responsible for providing energy efficiency services, the same need for decoupling still exists.

Whether decoupling will in itself result in increased efficiency is still the subject of debate. While no
major studies have been undertaken linking decoupling directly to increased efficiency activities at utilities,
anecdotally energy efficiency advocates point to strong increases in efficiency spending concurrent with
decoupling undertaken by utilities, in particular in the electricity sector, with examples such as Puget Energy
and PacifiCorp increasing activity and spending under decoupling and experiencing drop-offs in efficiency
spending when decoupling was rescinded (NRDC, 2001). However, a closer look at Consolidated Edison’s
efficiency spending while using decoupling (1993-1997) tells a different story: in this time period, efficiency
spending increased by all the regulated utilities in New York, whether they used decoupling or not.
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5. Is decoupling new? What States have implemented a decoupling mechanism?
Although only a few States have adopted it decoupling itself is not a new idea; in fact, it has been
implemented in some parts of the country for decades. California has the most experience with decoupling,
having operated such a2 mechanism in the electricity sector from 1981 through 1996, and just recently
restarting the system in the State. Others that have implemented decoupling are detailed on the map below.
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[1l. 1: States That Have Considered Electricity or Gas Decoupling

State has energy efficiency program, decoupling is not
used (10 states)

State has energy efficiency program, decoupling was
proposed but not adopted (10 states)

State has energy efficiency program, currently
investigating decoupling (4 states & OC)

State has energy efficiency program, decoupling has been
approved for at least one utility (9 states)

%2 State has no energy efficiency program, decoupling has been Adapted from D. Dismukes, Louisiana State University,
X approved for at least one utility (1 state) 2007

Note that some of these States have recently adopted decoupling (like Idaho), others have been using it for
some time (e.g. Maryland), some have considered and rejected it (e.g. Connecticut and Arizona), some have
discontinued using it (e.g. Maine) and others have discontinued, and then returned to using decoupling (e.g.
California).

6. Will decoupling raise customer bills? Because of the adjustment mechanism, some designs of
decoupling could potentially result in more frequent up-and-down changes in rates for consumers.
However, by increasing the frequency with which rates are brought into alignment with the PUC-approved
revenue requirement, the changes should be smaller, and the likelihood of a sharp hike or decline in rates
(common in traditional rate cases) may be reduced.

Decoupling could create higher bills for customers who do pot participate in efficiency programs,
although proponents of decoupling argue that these reductions would be diluted across a wide enough
customer base to render any increases nearly unnoticeable. This may not occur, however, if decoupling is .
applied to a small customer class, where the effect of conservation in rates may be more pronounced.

Of special concern is the impact on low-income users, who would be least able to respond to changes in bills.
Decoupling proponents note that this heightens the profile of targeted energy efficiency programs that serve
these customers, lowering their bills without impacting utility revenues.

Others with concerns about decoupling comment that unless it is designed to avoid doing so, decoupling
could create unfair transfers between customer classes. For example, if transfers between classes are
allowed, commercial and industrial customers who are ineligible to participate in residential efficiency
programs might see higher rates resulting from those programs.
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Will rates go up for customers who implement energy €/ jciency? Because they are copsuming less, these
customers’ bills will go down. Rates for all customers under a decoupling mechanism may increase in the
short run when efficiency reduces sales because the utilities have to cover their costs and necessary returns
on investments. In the example above, if the utility is selling fewer kWh of electricity, but its revenue
requirement remains the same, each kWh will need to cover a greater share of the cost of service and will
need to be priced higher. However, any rate increases would be small, particularly when compared to
the benefits for customers engaging in conservation, and some analysis suggests the systemwide benefits
from increased efficiency may outweigh costs for all customers’. Moreover, if efficiency programs cut sales
without lessening fixed costs, under traditional regulation rate calculations would reflect that in the next rate
case anyway.

Will decoupling result in rampant rate instability? In the experience of some States, such as New York,
California, and Oregon, fluctuations in rates under decoupling were less than 1% for ratepayers in most
years, and never exceeded 4%. Customers may already see significantly greater rate variability through
surcharges for fuel and purchased power. Moreover, rate variability under decoupling may depend on a
number of factors, including the program design, but also including other factors, like economic and weather
variability. These examples and issues are discussed more in the section on “Does Decoupling Transfer Risk
to Customers” section, later in the FAQ.

In theory, decoupling adjusts rates to more closely maintain the underlying relationship between prices and
revenue requirements over time. This should lessen the likelihood of large-scale “rate shocks” in the
next rate case (though this may vary based on the frequency of the reconciliation.) There are other
mechanisms that can be put into place to reduce the frequency of large rate adjustments, including using a
balancing account, applying a “Rate-Adjustment Band,” or including a course-correction mechanism.
These ate also discussed in more detail in the “Off-Ramps & Adjustments” section later in the FAQ.

How is decoupling different from having more frequent rate cases? Decoupling does not change the rate
base and rate of return decided in a rate case. It is also worth remembering that decoupling affects revenue
only between rate cases: at the next rate case, the base rates are reset, using the mechanisms familiar to
regulators in traditional cost of service regulation. Some have argued that a utility would not need
decoupling if it regularly entered into rate cases. Decoupling proponents have replied that it is a mechanism
used to make utilities indifferent to sales as a function of profits, and that regular rate cases remain essential
but are not the same thing. Moreover, rate cases are expensive and time consnming, and most consider it
impractical to revise base rates with the frequency proposed for adjustments under decoupling. In the
1990s, Wisconsin revised its base rates each year but discarded this approach because of the effort involved
and the less-predictable incentive structure created for utilities by the short period between rate cases.’

7. Does decoupling transfer risk from the utilities to customers? Efficiency is not the only
variable that can affect sales. For example, an unexpectedly hot summer can increase sales, or an economic
downturn can drive commercial customers out of business and reduce sales. Under traditional regulation,

8 Rates may go up to restore the lost distribution revenue, but utility bills could also drop as cost-effective
efficiency offsets the need to purchase more expensive kilowatt-hours or therms. In this case, the utility would be
able to sell less electricity or gas with no corresponding loss of revenue, while customers would benefit by
avoiding the costs of the electricity or gas that is not needed.

9 Some commenters have raised an objection to decoupling, making the case that it violates a regulatory
principle against single-issue ratemaking. They note that decoupling focuses on efficiency and ignores other
sources of costs increases & decreases that are considered in a traditional rate case that may counterbalance
changes in rates from efficiency. Decoupling proponents argue that with normalization mechanisms, these other
factors are taken into account and that decoupling simply raises the profile of demand-side management’s effect
on revenue. On a regulatory theory level, they assert that decoupling meets the requirements for a “tracker”, a
ratemaking instrument designed to take into account specific issues that have effects on rates.
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risk 1s bome by utilities (and shared with customers via rate pass-throughs) for a number of factors that can
affect sales that are beyond the utility’s control. In both cases, the utility’s fixed costs would remain the
same, and changes in revenues would not be related to changes in underlying costs for the utility to provide
service. Some argue that because decoupling constrains the utility’s revenues to “normal weather” levels and
economic trends, theoretically the utility’s business and weather risk conveyed in rates for fixed costs is
eliminated entirely.  They have raised a concern that this represents a shift of risk from the utility to
customers.

One of the main reasons some Public Utility Commissions are reluctant to explore decoupling is the concern
that revenues counld remain stable for utilities even if weather or business factors cause customer rates
to increase or to incur large balances in deferral accounts, illustrated by Maine’s experience in the 1990°s
(see box, this page.)

Proponents assert that decoupling
can use normalization
mechanisms to eliminate these
risks or assign them appropriately,
and some State experiences suggest
that decoupling may not shift any
rsk to consumers. California’s
Electric Rate Adjustment
Mechanism (or ERAM, which
operated between 1981 and 1996)
adjusted the target revenue based on
factors affecting the cost of service
which were beyond the utility’s
control, such as inflation or weather.
A 1994 analysis of California’s
program found that “the record in
California indicates that the risk-
shifting accounted for by ERAM is
small or non-existent and, in any
case, ERAM has contributed far
less to rate volatility than have
other adjustments to rates, such as
the fuel-adjustment clause.” The
analysis concluded that California’s
decoupling created lower risks for
consumers (that they could be faced
with unexpected bill increases) and
profit risk reductions to utilities (who could be assured of fixed cost recovery, even in the face of efficiency
improvements) (Eto et al, 1994).

The authors went further, undertaking a statistical analysis to calculate the dollar value of risk from shifts in
weather and economic activity under decoupling in a hypothetical case. Based on these estimates, the
authors concluded that with the normalization procedures used in this decoupling structure, the quantitative
risk burden transferred to consumers would be one-fifth of one percent of electricity revenues from each of
those customers — a $2 risk-shifting burden on a $1200 annual bill. (Eto et al, 1994)

Consolidated Edison in New York had a similar mechanism in place from 1993 to 1997. The rate variability
under this system suggests that rate impacts were minimal here as well. In 1993, a shortfall with just under
3% effect on rates was collected from customers, and rates went up. For the next four years, over-collections
occurred, and rates went down just under 1% per year. (NRDC, 2001)
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Under some decoupling mechanisms (such as some of those implerented in the Pacific Northwest) the
revenue target can be adjusted to accommodate unexpected weather patterns. Northwest Natural Gas
in Oregon, for example, subtracts an estimated sales impact for weather from its periodic adjustment. A
more complex, but comprehensive, approach is called “statistical recoupling,” in which weather, fuel costs,
economic changes, and the number of customers is modeled, and that model is vsed to determine the revenue
target. (Eric Hirst, 1993)

Some have raised a concern about statistical recoupling and other economic and weather normalization
methods, commenting that adding these systems makes decoupling so complicated that its
administrative apd accounting burdens can outweigh its benefits, or that it can be mapipulated to
allow “over-earning” by utilities. Some proponents of decoupling respond that weather and economic risk
is already shared with consumers through rates, and that the traditional rate case structure simply delays
accounting for these costs (or revenues) until the next rate case. Moreover, weather normalization
computations of some type are universally included in the determination of the revenue requirement in each
rate case, with about half of the States allowing normalization adjustments between rate cases.

8. Will decoupling discourage utility companies from cutting their costs? No. Concerns
have been raised that to the extent that utilities become isolated from possible changes in revenues, they have
little motivation to Jower their costs in order to meet their revenue requirement. However, because
decoupling affects only revenues, the utility remains at risk for any changes in costs. Decoupling
proponents argue that the rate case mechanism underlying decoupling continues to ensure that utilities strive
to control fixed costs that cannot easily be reduced to the greatest degree possible. They note that
performance indicators can also be included to identify when cost reductions have arisen from a decreased
level of service rather than from gains in efficiency.

One solution pioneered by New Jersey in its Conservation Incentive Program allows gas utilities to adjust
their rates to account for changes in consumption resulting from efficiency efforts, but the adjustment is
capped at the amount of verifiable supply cost reductions achieved by the utility. (Fox et al, 2007)

9. Can a utility increase its profitability with decoupling? Yes. With a per-customer form of
decoupling, utilities receive their revenue from customers that cover the fixed costs of service, and that cost
of service includes a rate of return that contributes to profits. In other words, instead of making more money
by selling more kilowatt hours or therms, utilities would make more money when they increase their
customer base, regardless of whether there is a corresponding increase in sales. Altematively, if the utility
can find a way to improve its efficiency and thereby lower its cost of service without decreasing its
number of customers, it has an opportunity to improve its bottom line. Under decoupling, the pnmary
driver for profitability growth is the addition of new customers, especially in areas where the addition of new
customers does not carry high infrastructure addition costs. In these cases, the customers who would bring
the greatest potential profitability to a utility are those who are the most energy efficient, since they can be
added with the lowest incremental addition to the utility’s cost of service'

As noted before, decoupling can reduce risk for the utility by ensuring that its revenues and return on
investment remain stable. A lower risk-profile should make the cost of capital lower for the utility”'.
For investors, this can be realized through an increase in the utility’s debt/equity ratio, a decrease in the
return on equity, improved debt ratings and credit requirements.

10 Again, this may reflect differences between regions and sectors: where unexpectedly adding new customers
brings significant new operating costs not anticipated in the rate case, the outcome may be different and, as would
occur in traditional ratemaking, could trigger a rate case.

" {Iustrating this, one utility has proposed a lower target return as part of its decoupling proposals m MD and DC.
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10. Is decoupling different for gas than it is for electricity? Decoupling is fundamentally the
same for both gas and electric utilities. They both share similar cost structures which are dominated by high
fixed costs. However, the two industries are facing different underlying trends in customer revenues. While
the gas industry generally faces declining average revenues per customer over time, the electric industry is
experiencing increasing average revenues per customer. As a result, gas utilities tend to face revenue and
profit erosion between rate cases, while electric utilities garner increasing revenue and profits between rate
cases. Decoupling has the effect of eliminating most of these effects. As a result, gas utilities have tended to
be more open to implementing decoupling than have electric utilities. However, a small but growing number
of electric utilities have either implemented, requested or are investigating decoupling. Some have suggested
that this could be partly in response to longer-term expectation about capital expenditures and environmental
costs. Energy efficiency may be a cost-effective way to avoid potential future risks such as carbon
regulation. In addition, recent policy initiatives at both the federal and State level have embraced energy
efficiency as a high priority resource'”. If energy efficiency is deployed more widely in the future, electric
utilities may become more interested in decoupling.

11. Would decoupling work the same for regulated and deregulated States? Broadly
speaking, utilities in deregulated markets appear to be more vulnerable to revenue losses incurred by
decreased sales from efficiency than utilities in vertically-integrated markets. In the 2006 report on the
National Action Plan For Energy Efficiency, the authors note that “once divested of a generation plant, the

12 For more on energy efficiency as a high priority resource, see the National Council on Electricity Policy’s study
for DOE’s Section 139 Report To Congress (2006) and the National Action Plan on Energy Efficiency, (2006).
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distribution utility is a smaller company (in terms of total rate base and capitalization), and fluctuations in
throughput and earnings have a relatively larger impact on return.” (NAPEE, 2006)

In States where distribution utilities purchase most or all of their commodities from a wholesale market,
decoupling would be integrated into the largely-fixed cost structure of the distribution utilities. In States with
vertically integrated utilities, decoupling can also be applied, but care must be taken in the rate case context
to accurately separate fixed costs from variable costs, applying the decoupling adjustments only to the fixed
costs. In all other respects, decoupling 1s applied in the same manner in both types of situations.

12. Where can [ find out more? This FAQ was authored by Miles Keogh of NARUC’s Grants &
Research staff with funding from the U.S. Environmental Protection Agency. It was developed through
research, interviews, and input from a number of parties, including the staffs of the New Jersey Board of
Public Utilities, Massachusetts Department of Public Utilities, Arizona Corporation Commission, US
Environmental Protection Agency, North Carolina Attorney General’s Office, and Public Service
Commission of the District of Columbia. Oversight was provided by Commissioner Rick Morgan of the
District of Columbia PSC, and technical assistance came from Wayne Shirley of the Regulatory Assistance
Project. More resources on decoupling are included below.

RESOURCES

1. NARUC Resolution on Gas & Electric Energy Efficiency, July 2004.
http://www.naruc.org/associations/1 773/ files/gaselectriceff0704.pdf

2. The US Department of Energy EPAct Section 139 Report to Congress, Appendix A, “A Study by the National
Council on Electricity Policy on State And Regional Policies That Promote Electric & Gas Utility Programs To
Reduce Energy Consumption, March 2007 http://www.ncouncil.org/pdfs/139 Rpt.pdf

3. The National Action Plan on Energy Efficiency, US EPA / US DOE, Chapter 2, July 2006
http://www .epa.gov/cleantgy/pdf/uapee/napee chap2.pdf

4. U.S. Environmental Protection Agency (US EPA) “Clean Energy-Environment Guide to Action: Policies, Best
Practices, and Action Steps for States”, (Section 6.2) June 2006.
http:/fwww.epa.gov/cleanenergy/pdf/eta/guide _action chap6_s2.pdf

5. Costello, K., “Revenue Decoupling for Natural Gas Utilities”, National Regulatory Research Institute, April 2006.
http.//www .nrri.ohio-state.edu/dspace/handle/2068/995

6. Jeanne Fox, Fred Butler, Nusha Wyner, and Jerome May: “Share The Gain, Not The Pain: Another Side To
Decoupling”. Public Utilities Fortnightly, August 2007.

7. Cheryl Harrington Et Al, “Regulatory Reform: Removing the Disincentives”, Regulatory Assistance Project, June
1994. http://www raponline.org/Pubs/General/disincentives6-94.pdf

8. Dr. David Dismukes, PhD, Louisiana State University, presentation:, “Regulatory Issues for Consumer Advocates
in Rate Design ,Incentives & Energy Efficiency”, NASUCA Mid-Year Meeting, June 11, 2007
http://www .enrg lsu.edu/presentations/NASUCA_DISMUKES 3 .ppt

9. The American Gas Association & the Natural Resources Defense Council (NRDC) joint statement to the National
Association of Regulatory Utility Commissioners, July 2004. http://www.ase.org/imes/lib/e-
FFICIENCY/joint AGA NRDC NARUC statement.pdf

10. Cheryl Harrington et. al, “Energy Efficiency Policy Toolkit”, The Regulatory Assistance Project, January 2007,
http://www raponline.org/Pubs/Efficiency%SFPolicy%3F Toolkit%SF1%5F04%5F07%2Epdf

11. Eric Hirst, “Statistical Recoupling:. A New Way To Break The Link. Between Electric Utility. Sales & Revenues”
Oak Ridge National Lab, September 1993. http://www.osti.gov/energycitations/serviets/purl/10191622-
8J4QIR/Mative/10191622.PDF

12. J. Eto, S. Stoft, T. Belden, “The Theory and Practice of Decoupling”, Lawrence Berkeley National Laboratory,
1994 hitp://eetd.tbl.gov/EA/EMP/reports/34555 . htmi

13. Carter, Sheryl, NRDC “Breaking The Consumption Habit: Ratemaking for Efficient Resource Decisions” in The
Electricity Journal, December 2001. http://www nrdc.org/air/energy/abreaking.asp

14. David Moskovitz. “Profits & Progress Through Least-Cost Planning”, November 1989.
http://www raponline.org/showpdf.asp?PDF_URL=%22Pubs/General/Pandplcp.pdf¥22

15. MADRI, “Revenue Stability Model Rate Rider”, the Mid-Atlantic Distributed Resources Initiative.
http://www.energetics.com/madri/pdfs/Model Revenue Stability RateRider 2006-05-16.pdf

This research document is presented for consideration by the membership of the National Association of Regulatory Utility
Commissioners (NARUC). This document does not necessarily represent any NARUC policy nor those of any of its members.

11




16. New York Public Service Commission Docket 04-E-0572 — Proceeding on Motion of the Commission as to the
Rates, Charges, Rules and Regulations of Consolidated Edison Company of New York, Inc.
htp://www3.dps state.ny.us/pscweb/ WebFileR oomnsf/Web/BFCF5488B5C3620A852356FECDO0SA SFOF/SFile/Ode
0572.0rd.03.24.05.pdt?OpenElement

17. ELCON, “Revenue Decoupling - A Policy Brief of the Electricity Consumers Resource Council,” January 2007,
Washington DC. http://www.elcon.org/Documents/Publications/3-1RevenueDecoupling PDF

18. Connecticut Department of Public Utility Control, Docket No. 05-09-09, Investigation Into Decoupling Energy
Distribution Company Eamings From Sales, January 18 2006.

19. Simon flitch, Washington State Attomey General’s Office, “Decoupling: Should Ratepayers Be Worried?”
presentation to NARUC Decoupling Workshop, August 2006.
http://fwww.masstech.orp/renewableenergy/public policy/DG/resources/2006-
08_NARUC Ffitch Decoupling concems.pdf

20. NASUCA “Energy Conservation And Decoupling Resolution”, the National Association of State Uti lity Consumer
Advocates, July 2007 www.nasuca.org/Resolutions/Decoupling-2007-01.doc

21. Maine Public Utilities Commission Report on Utility Incentives Mechanisms for the Promotion of Energy
Efficiency and System Reliability, February 2004
hitp:/fwww. mipe.org/renewableenergy/public_policy/DG/resources/2004-02-01_ME-PUC_Eff-RelReport.pdf

22. NARUC, Resource CD On Aligning Utility Incentives With Demand-Side Resources, Washington DC 2006.

This research document Is presented for consideration by the membership of the National Association of Regqulatory Utllity
Commissioners (NARUC). This document does not necessarily represent any NARUC policy nor those of any of its members.
12




Exhibit 2



THE NATIONAL ASSOCIATION OF
STATE UTILITY CONSUMER ADVOCATES
RESOLUTION 2007-01

NASUCA ENERGY CONSERVATION AND DECOUPLING RESOLUTION

Whereas, the provision and promotion of energy efficiency measures are increasingly
viewed by state commissions as a necessary component of utility service;

Whereas, many states are now encouraging rate-regulated utilities to adopt energy
efficiency programs and other demand-side measures to decrease the number of units of
energy each utility’s customers purchase from the utility;

Whereas NASUCA has long supported the adoption of effective energy efficiency
programs;

Whereas recent proposals by rate-regulated public utilities for the initiation or expansion
of energy efficiency measures have featured utility rate incentives or revenue
“decoupling” mechanisms that guarantee utilities a predetermined amount of revenues
regardless of the number of units of energy sold;

Whereas, the utilities proposing decoupling measures seck guarantees from public
utilities commissions that they will receive their allowed level of revenues;

Whereas, these utilities justify this departure from traditional rate-making principles on
the theory they are being asked to help their customers purchase fewer energy units from
them by promoting energy efficiency measures and other demand-side measures, thereby
reducing their revenues and, consequently, their returns to their shareholders, and that
decoupling mechanisms compensate utilities for revenues lost due to conservation;

Whereas, these utilities contend that because these measures reduce their revenues, they
have a disincentive to encourage programs that aid their customers in purchasing fewer
units of energy;

Whereas, historically, rates have been set in periodic rate cases by matching test-year
revenues with test-year expenses, adding pro forma adjustments and allowing the utilities
an opportunity to earn a reasonable rate of return on their investments in exchange for a
state-protected monopoly;

Whereas revenue guarantee mechanisms allow rate adjustments to occur based upon one
element that affects a utility’s revenue requirement, without supervision or review of
other factors that may offset the need for such a rate change;




Whereas, historically, rate-regulated utilities were not guaranteed they would earn the
allowed return; rather, earnings depended on capable management operating the utilities
in an efficient manner;

Whereas, many utilities proposing revenue decoupling request compensation for revenue
lost per customer, implying that sales volumes are declining, when in fact these utilities’
total energy sales revenues are stable or increasing;

Whereas, there are a number of factors that may cause a utility to sell fewer units of
energy over a period of time, including weather, changing economic conditions, shifts in
population, loss of large customers and switches to other types of energy, as well as
energy efficiency and other demand-side measures;

Whereas many utilities have been offering cost-effective energy efficiency programs and
actively marketing these programs for years without proposing or implementing rate
incentives or revenue guarantee mechanisms such as decoupling, and have continued to
enjoy financial health;

Whereas past experience has shown that revenue guarantee mechanisms such as
decoupling may result in significant rate increases to customers;

Whereas some utilities have referenced the benefit of encouraging energy efficiency
programs as a justification for revenue guarantee mechanisms without in fact offering any
energy efficiency programs, indicating that the revenue guarantee mechanisms are
attractive to utilities for reasons other than their interest in promoting energy
conservation;

Whereas past experience has shown that rate increases prompted by revenue guarantee
mechanisms such as decoupling are often driven not so much by reduced consumption
caused by utility energy efficiency programs, as by reduced consumption due to normal
business risks such as changes in weather, price sensitivity, or changes in the state of the
economy;

Whereas utilities are better situated than are consumers or state regulators to anticipate,
plan for, and respond to changes in revenue prompted by normal business risks, and the
shifting of normal business risks away from utilities insulates them from business
changes and reduces their incentive to operate efficiently and effectively;

Whereas the traditional ratemaking process has historically compensated utilities for
experiencing revenue variations associated with normal business risks;

NOW THEREFORE NASUCA RESOLVES:

To continue its long tradition of support for the adoption of effective energy efficiency
programs;




And to oppose decoupling mechanisms that would guarantee utilities the recovery of a
predetermined level of revenue without regard to the number of energy units sold and the
cause of lost revenue between rate cases;

BE IT FURTHER RESOLVED:

NASUCA urges Public Utilities Commissions to disallow revenue true-ups between rate
cases that violate the matching principle, the prohibition against retroactive ratemaking,
the prohibition against single-issue ratemaking, or that diminish the incentives to control
costs that would otherwise apply between rate cases;

NASUCA urges State legislatures and Public Utilities Commissions to, prior to using
decoupling as a means to blunt utility opposition to energy efficiency and other demand-
side measures, (1) consider alternative measures that more efficiently promote energy
efficiency and other demand side measures; (2) evaluate whether a utility proposing the
adoption of a revenue decoupling mechanism has demonstrated a commitment to energy
efficiency programs in the recent past; and (3) examine whether a utility proposing the
adoption of a revenue decoupling mechanism has a history of prudently and reasonably
utilizing alternative ratemaking tools;

If decoupling is allowed by any state commission, NASUCA recommends that the
mechanism be structured to (1) prevent over-earning and provide a significant downward
adjustment to the utilities’ ROE in recognition of the significant reduction in risk
associated with the use of a decoupling mechanism, (2) ensure the utility engages in
incremental conservation efforts, such as including conservation targets and reduced or
withheld recovery should the utility fail to meet those targets, and (3) require utilities to
demonstrate that the reduced usage reflected in monthly revenue decoupling adjustments
are specifically linked to the utility’s promotion of energy efficiency programs.

NASUCA authorizes its Standing Committees to develop specific positions and to
take appropriate actions consistent with the terms of this resolution to secure its
implementation, with the approval of the Executive Committee of NASUCA. The
Standing Committees or the Executive Committee shall notify the membership of
any action taken pursuant to this resolution.

Approved by NASUCA: Submitted by:

Denver, Colorado NASUCA Consumer Protection Committee
June 12, 2007 June 11, 2007

Opposed: Abstained:

Ohio Massachusetts

Indiana California

Colorado

Wyoming
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NASUCA

PRESS RELFASE

Date: January 26, 2009 Contact: Marc Yacker/ELCON/202-682-1390
Charlie Acquard/NASUCA/301-589-6313

ELCON AND NASUCA CRITICIZE “DECOUPLING” LANGUAGE IN STIMULUS BILL

“Large and small electricity consumers are united — quite simply the language in the House of
Representatives’ stimulus package that promotes Revenue Decoupling is a misguided federal mandate,” said
John Anderson, president of the Electricity Consumers Resource Council (ELCON).

“A one-size-fits-all approach mandating that States adopt one specific regulatory approach to achieve energy
efficiency simply does not recognize that different approaches may be more appropriate, depending on the
State,” added Charlie Acquard, executive director of the National Association of State Utility Consumer
Advocates (NASUCA).

Anderson and Acquard made their comments in conjunction with their release of a joint ELCON/NASUCA
letter (available at www.elcon.org) sent today to congressional leaders. The letter references Section 6001 of
the economic stimulus package which the House is scheduled to consider this week. The National
Association of Regulatory Utility Commissioners (NARUC) sent a letter with similar views in opposition to
this section to selected Members of Congress last week.

The ELCON/NASUCA letter states that “large and small consumers oppose any national mandate that favors
one type of energy efficiency ‘incentive’ policy over other possible regulatory policies.” It notes that both
NASUCA and ELCON members are strong supporters of energy efficiency, but that “mandating all States to
adopt a single specific regulatory policy like Revenue Decoupling could delay the implementation of the
stimulus package and delay moving energy efficiency programs important to consumers.”

“NASUCA is the national organization of consumer advocates,” stated Acquard. “Consumer advocates are
seeking fair treatment — lower rates, reliable service, and energy efficiency — for electricity ratepayers. A
federal mandate will not benefit consumers in every State, nor will it necessarily increase energy efficiency.”

“Revenue Decoupling basically guarantees each utility a level of revenue ‘decoupled” from its volumetric
sales,” explained Anderson. “Without Revenue Decoupling, large and small consumers can and will make
energy efficient investments, and they will enjoy the savings. With Revenue Decoupling, a utility would
manage the energy efficiency program and consumer savings could be reduced or even eliminated in order to
maintain the utility’s revenue level It’s not fair to consumers — that is why we oppose this mandate.”

#it#

NASUCA (www.nasuca.org) is an association of 44 consumer advocates in 40 States and the District of
Columbia. NASUCA’s members are designated by the laws their respective jurisdictions to represent
interest of utility consumers before state and federal regulators and in the courts.

ELCON (www.elcon.org) is the national association representing large industrial users of electricity.
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